country which it meant to relieve' (Smith [1776 (Smith [ ] 1976 .
Today the Federal Reserve and the Treasury are courting disaster in much the same way. The monetary base has doubled since heightened government intervention in the money markets to resolve the financial crisis. The increase in the money supply has been accomplished through Treasury's issuing new government debt-in other words, through an increase of public arrears that Smith worried would oppress and, in the long run, ruin states. 12 To make matters worse, the sale of debt to foreign investors only further aggravates America's balance-of-payments deficit. 13 One possible solution to prevent this now recurrent cycle of crises involving private banks, followed by equally intolerable reactions on the part of public authorities, is to move to a system of so-called narrow banks, or banks where demand deposits are backed by a 100 percent cash reserve. In such a system, government alone would have the power to create money, thus making coinage a public institution as Smith himself advocated ([1776 Smith himself advocated ([ ] 1976 . The two distinct functions that present banks combine-the safekeeping of deposits and the issuing of money based on those deposits-would then be separated, generating the efficiency gains from specialization Smith ascribed to such division of labor. 14 In a full reserve system, banks would profit and compete by charging consumers for their warehouse facilities, payment services, and debit card transactions. Banks could even continue to lend funds acquired in the form of non-checking accounts, such as certificates of deposit that are not redeemable on demand but are transparently lent to the bank for a specified period.
What banks would not do is distort the money supply and profit from the private production of money.
Within the current banking architecture, depositors are (largely unknowingly) underwriting the speculative purchase of interestbearing assets by banks. Although many of these are short-term assets with ordinarily liquid markets such as Treasury bills and commercial paper, the glut of these assets on the market during financial crises forces banks to sell them at a deep discount from their book value unless there is intervention by the central bank. What banks consider 'adequate capitalization' is therefore a shifting historical category that is the stuff of cultural fiction. In the final analysis, the present banking system is guaranteed by government.
In ordinary times we privatize bank profit, and in extraordinary ones nationalize their losses through deposit insurance. As Shy and Stenback wryly note, 'The cost of bailing out failing banks falls on the shoulders of taxpayers who also happen to be the depositors. This is somewhat paradoxical in the sense that the deposit insurance sys-tem is designed precisely to protect these depositors! ' (2008, 2) . In a full reserve banking system, the enormously expensive system of deposit insurance could be abolished, and the integrity of currency restored.
While moving to a 100 percent reserve system would encounter some practical difficulties, the long-run benefits that would accrue because of the greater stability it would give the banking system are well worth short-term troubles. To effect such a transition, the Fed, for instance, could lend banks the amount of reserves equal to their current deficiency from 100 percent reserves on all accounts subject to immediate withdrawal, including so-called savings accounts, which today are basically as liquid as demand deposits. 15 These new reserves would appear as a credit to banks' accounts with the Federal Reserve on the asset side of their balance sheet, and simultaneously as official loans on the liabilities side. Unlike the current bank capitalization plan, these new monies would be required to stay on account with the Fed. Repayment of the loan could occur over an extended term (for instance, over forty years) at an interest rate indexed to inflation, so that the debt could be retired through in the ability to pay on the part of A. For example, Ben Bernanke, among others, argues that the financial crisis has its origin in a so-called global savings glut, especially in China. This attribution is correct as regards the immediate cause. What it ignores is the underlying structure of productive relations that generated the crisis in the first place. An adequate response to this crisis would include renewed international efforts to promote regulation on Chinese labor practices that have brutally purchased China's 'economic miracle.' 14. This is also the sort of banking system Hume and Ricardo supported. As Hume famously quipped, 'No bank could be more advantageous than such a one that locked up all the money it received, and never augmented the circulating coin' ([1752] 1970, 36) . The first Chicago school of economics also defended a plan for full-reserve banking. See Philips (1995) .
15. The net reserve deficiency for an individual bank would be calculated by subtracting from its gross transactional deposit accounts inter-bank deposits and items in the process of collection; vault cash; and money already on reserve at the Fed and invested in Fed stock and FDIC insurance.
16. Many of the details provided here about Northern Rock are from Walters (2008) .
17. For example, see Muthu (2008) .
18. The other trades Smith mentions are insurance and canal and water management ([1776] 1976, vol. 2, 279) .
19. As this essay demonstrates, however, Smith was clearly not an apologist for the merchant class. Consider the following: 'Our merchants and master-manufacturers complain much of the bad effects of high wages in raising the price, and thereby lessening the sale of their goods both at home and abroad. They say nothing concerning the bad effects of high profits. They are silent with regard to the pernicious effect of their own gains. They complain only of those of other people' ([1776] 1976, vol. 1, 110).
20. Consider forestallers. If forestallers purchased corn on the expectation of a rise in its price, and the price of corn instead fell, the only damage done was to them. On the other hand, if forestallers were correct and prices did rise because of shortages, then they and the citizenry benefited. 'By making them feel the inconveniences of a dearth somewhat earlier than they otherwise might do, he prevents their feeling them afterwards so severely as they certainly would do' (Smith [1776 (Smith [ ] 1976 .
21. For Smith, the realm of the 'natural' refers to propositions derived by rational deduction. But the extent to which the natural is empirical is a point on which Smith oscillates. Regarding price, it is clear that Smith thinks the natural price is an abstraction from the complexities of everyday market prices that is, nevertheless, a long-run mean toward which prices tend. At other points in Wealth of Nations, however, the natural is a purely normative category, equivalent to the Scholastic notion of the 'just,' against which Smith is writing. In these cases, what is natural may not have ever corresponded with the actually existing. For example, in book 3, vol. 1, chapter 1, Smith writes that in 'the natural course of things,' commercial society should have arisen first by improvements in agriculture, allowing for domestic manufacture, and eventually leading to foreign commerce. In fact, Smith writes, the history of Europe is 'inverted,' 'unnatural,' and 'retrograde.' It was participation by Europeans in the carrying trade (foreign commerce) that introduced 'trinkets and baubles' from the East to the Continent; that stimulated demand for domestic manufacturers; which led to the overturn of feudal relations and the transformation of agriculture.
22. The collapse of the housing market is more an effect than a cause of the current economic crisis. The stagnant real incomes of households had until recently been compensated by the growth in consumer indebtedness, in large part financed through mortgage liens and home equity lines of credit.
23. Criticism within this culture can therefore be authored in two ways. First, within its meaningful parameters, our culture can be critiqued for its empirical failure to live up to its own ideals; that is, we should demand that there exist some relation between wealth and work. For example, proposals traceable to Proudhon [1849] for labor-time-based money fall within this category.
Alternatively, the cultural boundaries can themselves be called into question. This would entail that access to wealth is mediated by a guiding principle besides work, such as citizenship in a community or, more justly, proportional to needs and contribution to innovation and virtue.
For Further Reading

